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PRIME MINISTER 


I have now had an o p p o r t u n i t y to c o n s i d e r the immediate 

monetary prospect w i t h the Governor and Treasury o f f i c i a l s . 


2. The money supply f i g u r e s , t o be p u b l i s h e d next Thursday, 
show that the growth of £M3 i n the l a s t s i x months was at an 
annual r a t e of l  ̂ j ^ D E R cent - s l i g h t l y over the top of the 
t a r g e t range. The market i s now a n t i c i p a t i n g such an outcome, 
a f t e r the p u b l i c a t i o n o f the e l i g i b l e l i a b i l i t y f i g u r e s . There 

| are some i n d i c a t i o n s that the r a t e of growth may nov; be s l i g h t l y 
lower, but the u n d e r l y i n g r a t e must s t i l  l be c l o s e t o the top o f 
the range. Moreover, we cannot yet be c e r t a i n t h a t the growth 
o^"*D*ank l e n d i n g t o the p r i v a t e s e c t o r w i l l continue t o f a l l back 
from the e x c e p t i o n a l l e v e l s i t reached i n the f i r s t few months 
of t h i s year. 

3. I do not t h i n k t h a t t h i s c a l l s f o r immediate a c t i o n to 

t i g h t e n monetary p o l i c y ahead of the Budget. Eut i t does mean 

tha t we must e r r on the s i d e of c a u t i o n . The Governor and I 

have agreed t h a t we should keep MLR at 12 per ce n t , and th a t the 

Bank should r e s i s t any s i g n i f i c a n t downward move i n short term 

i n t e r e s t r a t e s , should the market p o i n t that way. We a l s o 

propose to b r i n g i n a new lo n g tap s t o c k , t o continue the fund i n g 

of the PSBR, as soon as market c o n d i t i o n s p e r m i t , p o s s i b l y t h i s 

F r i d a y . 


1|. I am sending a copy of t h i s minute t o the Governor. 

(G.H.) 


lO May, 1979 





